AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 
PROVINCIAL LEGISLATURE AND THE COUNCIL OF THE EMTHANJENI LOCAL 
MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Emthanjeni Local 
Municipality, which comprise statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with Statements of Generally Recognised Accounting 
Practice (Statements of GRAP) and in the manner required by the Local Government: 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA). 
This responsibility includes: designing, implementing and maintaining internal control 
relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error; selecting and applying appropriate 
accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa and section 126(3) of the MFMA, my responsibility is to express an 
opinion on the financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009. Because of the matters described in the Basis for 
disclaimer of opinion paragraphs, however, I was not able to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion. 


Basis for disclaimer of opinion 
Property, plant and equipment 

4. The existence, completeness and rights and obligations of property, plant and equipment 
(including infrastructure assets) to the value of R231 031 736, as disclosed in note 12 to the 
financial statements, could not be confirmed due to the following matters: 

• Fixed assets amounting to R159 482 838 could not be physically verified due to 
inadequate record keeping. The asset register did not contain a detailed description of 
the assets, the location of the assets and the quantity of the assets. 

• I was unable to obtain sufficient appropriate audit evidence for journal entries for the 
30 June 2010 year amounting to R20 961 067 that had been processed to property, 
plant and equipment. No alternative procedures could be performed. 

• Assets amounting to R27 195 479 could not be traced to the fixed asset register, which 
resulted in property, plant and equipment being understated. 



• I was unable to obtain sufficient appropriate audit evidence for transactions amounting 
to R2 072 063 that had been processed to property, plant and equipment. Owing to the 
lack of supporting documentation, no alternative procedures could be performed. 

• Unreconciled differences were found between the fixed asset register, notes and annual 
financial statements amounting to R7 740 507. 

The municipality’s records did not permit the application of alternative audit procedures. 

5. Fixed assets were misstated by R4 538 108 due to work in progress not having been 
separately disclosed as required by GRAP 1. The effect of this was that fixed assets were 
overstated and work in progress was understated. 

6. Contrary to paragraph 19 of GRAP 3 Accounting Policies, Changes in Accounting 
Estimate and Errors, the municipality did not retrospectively adjust property, plant and 
equipment for a prior period error, which was caused by the correction of an error 
discovered in the valuation of infrastructure assets. This resulted in property, plant and 
equipment and the accumulated surplus, in the comparative year, being overstated by 
R291 156 887. 

Accumulated surplus 

7. The existence and completeness of the accumulated surplus amounting to R210 666 660 
(2009: 523 530 506), as disclosed in the statement of financial position, could not be 
confirmed or verified due to the following matters: 

• Sufficient appropriate audit evidence could not be obtained for journal entries amounting 
to R7 450 400 as at 30 June 2009 that had been processed against the accumulated 
surplus. 

• Payments amounting to R457 453 were processed directly against the accumulated 
surplus, which resulted in expenditure being understated. 

• There was a difference of R12 162 642 (2009: R28 569 169) between the accumulated 
surplus and the statement of changes in net assets due to the statement of changes in 
net assets not calculating the balance correctly. This resulted in an understatement of 
the accumulated surplus as at 30 June 2010. 

The municipality’s records did not permit the application of alternative audit procedures. 

Expenditure 

8. The occurrence, completeness, accuracy and classification of expenditure amounting to 
R136 064 871, as disclosed in the statement of financial performance, could not be 
confirmed or verified due to the following matters: 

• Sufficient appropriate audit evidence could not be obtained for payment batches 
amounting to R2 772 710 (2009: R9 935 572) that had been processed to expenditure 
for the financial year under review. 

• Sufficient appropriate audit evidence was not provided to confirm the measurement and 
occurrence of credit notes for the 30 June 2009 year amounting to R900 560. 

The municipality’s records did not permit the application of alternative audit procedures. 

9. A total amount of R695 230 was allegedly misappropriated by a creditor’s clerk within the 
municipality’s finance department. I was unable to confirm the completeness and full extent 



of the fraud, as the investigation had not been finalised and was still pending at the date of 
this report. 

Revenue 

10. For the 30 June 2009 year, sufficient appropriate audit evidence could not be obtained for 
journals processed against revenue amounting to R937 251. The municipality’s records did 
not permit the application of alternative audit procedures. 

Cash and cash equivalents 

11. The completeness, existence and valuation of cash and cash equivalents amounting to 

R3 489 166, as contained in note 11 to the financial statements, could not be confirmed as I 
was unable to obtain sufficient appropriate audit evidence for journal entries for the 
30 June 2009 year amounting to R8 715 910 (2008: R6 859 457) that had been processed 
to cash and cash equivalents. Owing to the lack of supporting documentation for these 
journals, no alternative procedures could be performed. 

12. The bank reconciliation for the “Traffic Violations System” bank account was not done for 
the 2009-10 financial year, which resulted in the bank account being understated by 
R792 135. Owing to the lack of reconciliations, no alternative procedures could be 
performed. 

Trade and other payables from exchange transactions 

13. The completeness, existence and valuation of trade and other payables from exchange 
transactions amounting to R6 137 455, as contained in note 17 to the financial statements, 
could not be confirmed due to the following: 

• I was unable to obtain sufficient appropriate supporting documentation to substantiate 
year-end trade creditors amounting to R2 453 584 (2009: R1 665 039). 

• I was unable to obtain sufficient appropriate supporting documentation for journal entries 
amounting to R865 659 (2009: R5 973 432; 2008: R867 168) that had been processed 
to trade and other payables during the year under review. 

The municipality’s records did not permit the application of alternative audit procedures. 

14. Trade and other payables from exchange transactions amounting to R6 137 455, as 
contained in note 17 to the financial statements, were misstated by R3 317 455 due to 
unallocated deposits, which resulted in revenue being understated or trade receivables 
being overstated. 

Employee costs 

15. There was an unexplained difference of R360 941 relating to the employee contribution - 
pension fund between the annual financial statements and the trial balance amount 
submitted for audit purposes. The municipality’s records did not permit the application of 
alternative audit procedures. 

16. Unreconciled differences amounting to R385 532 were found between the payroll system 
and the annual financial statements. The municipality’s records did not permit the 
application of alternative audit procedures. 

Irregular expenditure 

17. Due to the following matters, irregular expenditure amounting to R2 125 125, contained in 
note 43 to the annual financial statements, could not be verified for completeness and 
existence: 



• The municipality did not comply with the Supply Chain Management Regulations 
(GNR 868) for expenditure amounting to R4 874 796 (2009: R1 406 954). The following 
represent the most significant matters identified in this regard: 

i) No evidence could be submitted to indicate that the municipality had verified 
suppliers’ tax status in several instances. 

ii) In several instances there was no evidence that a competitive bidding process had 
been followed. 

iii) There were also instances where the required number of quotations had not been 
obtained. 

• I was unable to obtain declarations of interest for suppliers as required by Preferential 
Procurement Regulation 14 to the amount of R287 947. 

In the absence of a system to identify and account for irregular expenditure, the 
completeness of the amounts disclosed could also not be verified. 

Accounting policies 

18. GRAP 1 Presentation of Financial Statements states that adequate disclosure must be 
made in the financial statements to achieve fair presentation. The following issues were 
noted in accounting policies in the annual financial statements: 

• The commitments accounting policy was not disclosed in the annual financial 
statements. This resulted in non-disclosure of accounting policies. 

• The capital replacement reserve accounting policy was changed during the year but 
there was no disclosure note supporting this change in accounting policy. 

Financial risk management 

19. The municipality omitted disclosure of financial instruments relating to financial risk 
management and the classification of financial assets and financial liabilities. In terms of 
IFRS 7 Financial Instruments Disclosure, the aforementioned additional disclosures of 
financial instruments must be made in the notes to the financial statements. 

Cash flow statement 

20. During the execution of my audit, I requested detailed calculation sheets with regard to the 
line items contained in the statement of cash flows. As this information was not provided for 
audit purposes, I was not able to verify the reasonability of the calculations during the 
preparation of the cash flow statement. 

21. GRAP 2 Cash Flow Statements prescribes the classification and understandability of the 
cash flow statement. The cash flow statement was misstated by R23 274 370 as the 
disclosures in the cash flow statement could not be reconciled to the disclosures in the rest 
of the financial statements. 

Prior period errors 

22. As the municipality did not disclose in detail the nature of each prior period error that 
occurred during the year under review, the prior period error note as contained in note 43 to 
the financial statements was incomplete, as the detailed disclosures required by paragraph 
49 of GRAP 3 Accounting Policies, Changes in Accounting Estimate and Errors were not 
disclosed. 



23. Prior period errors were misstated by R76 808 681 due to unreconciled differences and 
adjustments made to property, plant and equipment between the fixed asset register and 
note 49 to the annual financial statements. 

Disclaimer of opinion 

24. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

I draw attention to the following matters on which I do not express a disclaimer of opinion: 

Significant uncertainties 

25. With reference to note 46 to the financial statements, the municipality is the defendant in a 
damages claim lawsuit. The municipality is opposing the claim, as it believes the claim has 
no reasonable grounds. The ultimate outcome of the matter cannot presently be determined, 
and no provision for any liability that may result has been made in the financial statements. 

Restatement of corresponding figures 

26. As disclosed in note 49 to the financial statements, the corresponding figures for 30 June 
2009 have been restated as a result of an error discovered during 2009-10 in the financial 
statements of the municipality at, and for the year ended, 30 June 2009. 

Irregular expenditure 

27. As disclosed in note 43 to the financial statements, irregular expenditure of R2 125 125 was 
incurred, as three quotations could not be obtained due to the unavailability of service 
providers in the municipal boundaries. 

Material losses 

28. As disclosed in the statement of financial performance R695 230 was allegedly 
misappropriated by a creditor’s clerk within the municipality’s finance department. The case 
was reported to the South African Police Service, the Auditor-General, the provincial 
treasury and the MEC for local government. The investigation had not been finalised and 
was still pending at the date of this report. 

29. As disclosed in note 56 to the financial statements, material losses were incurred on water 
and electricity as a result of leakages and air measured at the water pumps. 

Additional matter 

I draw attention to the following matter on which I do not express a disclaimer of opinion: 

Unaudited supplementary schedules 

30. The supplementary information as set out in appendices [xx] and [xx] does not form part of 
the financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

31. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 



predetermined objectives, compliance with the MFMA, Treasury Regulations, the Division of 
Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA), the Preferential 
Procurement Policy Framework Act of South Africa, 2000 (Act No. 5 of 2000), the Municipal 
Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and the Municipal Structures 
Act of South Africa, 1998 (Act No. 117 of 1998), and financial management (internal 
control). 

Findings 

Predetermined objectives 

Inadequate reporting of predetermined objectives 

32. 1 could not conduct the audit of performance against predetermined objectives as the 
Emthanjeni Municipality did not prepare an appropriate performance report as required by 
section 46(1) of the MSA. The published report referred to individual staff members’ 
performance and not to the performance of the municipality as a whole, resulting in 
disclosed performance information not being consistent, relevant or measurable. 

Non-compliance with regulatory and reporting requirements 

33. Contrary to the requirements of section 41(2) of the MSA, the accounting officer of the 
municipality did not ensure that the performance system of the municipality was devised in 
such a way that it could serve as an early warning indicator of underperformance. 

34. Contrary to the requirements of section 9(1) of the MSA, the key performance indicators of 
the municipality were not measurable, relevant, objective and precise. 

35. Contrary to the requirements of section 32 of the MSA, the accounting officer did not submit 
a copy of the integrated development plan as adopted by the council within 10 days of the 
adoption of the amended plan to the MEC for local government. 

36. Contrary to the requirements of section 11(1) of the MSA, the municipality did not review its 
key performance indicators annually as part of the performance review process. 

Content of integrated development plan 

37. The integrated development plan of the municipality did not include the key performance 
indicators and performance targets determined in terms of its performance management 
system, as required by section 26(i) of the MSA. 

Compliance with laws and regulations 

Supply Chain Management Regulations of 30 May 2005 

38. Contrary to the requirements of section 28(l)(b), the bid evaluation committee of the 
municipality did not evaluate bidders’ ability to execute contracts. 

39. Contrary to the requirements of section 16(a), the municipality did not obtain at least three 
written price quotations from prospective service providers. 

40. Contrary to the requirements of section 43, the municipality did not obtain tax clearance 
certificates for procurement exceeding R15 000. 

41. Contrary to the requirements of sections 22 and 29, the municipality did not supply minutes 
of the specification committee meetings and did not keep a register of bids received on time. 

42. Contrary to the requirements of section 6, the accounting officer did not submit a report on 
the implementation of the supply chain management policy within 30 days of the end of the 
financial year to the municipal council. 



Preferential Procurement Regulations, 2001 

43. Contrary to the requirements of section 114, the tenderer did not provide the municipality 
with declarations of interest before the tender or procurement was done, for procurement 
amounting to R287 947. 

Preferential Procurement Policy Framework Act 

44. Contrary to the requirements of section 3, the municipality did not utilise the 80/20 point 
system for all procurement equal to or above R30 000 and up to a rand value of R500 000, 
for procurement amounting to R172 492. 

Municipal Finance Management Act 

45. Contrary to the requirements of section 65(2)(e), the municipality did not pay R264 212 to 
suppliers within 30 days of receipt of the invoice. 

46. Contrary to the requirements of section 123(1), the municipality did not disclose the required 
information per legislation related to conditional grants received and spending thereon. 

47. Contrary to the requirements of section 32(4), I could not obtain the section 32(4) reports. 
Thus, it could not be verified whether reports had been submitted timeously and completely 
to the mayor, the MEC for local government and the Auditor-General. 

48. Contrary to the requirements of section 73, the municipality did not develop and implement 
policies and procedures for fruitless and wasteful, irregular as well as unauthorised 
expenditure; inventory; commitments; contingent liabilities; and risk management. 

49. Contrary to the requirements of section 62(l)(c)(i), the municipality did not have a risk 
management unit or an operating risk management policy. 

50. Contrary to the requirements of section 62(l)(b), the municipality did not submit requested 
information to the Auditor-General, which placed a limitation of scope on my audit 
procedures. 

51. Contrary to the requirements of section 62(l)(c), the municipality did not have proper 
internal control systems, resulting in the annual financial statements being materially 
misstated. 

52. Contrary to the requirements of section 63, the municipality did not develop proper 
procedures to ensure that the fixed asset register of the municipality was updated and 
reconciled on a monthly basis, bank reconciliations were performed on a daily basis and 
reviewed by the financial manager, the Payday salary system was reconciled to the financial 
system on a monthly basis, and inventory counts were performed on a monthly basis. 

53. Contrary to the requirements of section 63(l)(a), the property, plant and equipment and the 
inventory of the municipality were not adequately insured. 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, Treasury Regulations, DoRA, 
the Preferential Procurement Policy Framework Act, 2000, the MSA and the Municipal 
Structures Act, 1998, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. 

The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraphs, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 



Leadership 

54. The accounting officer did not evaluate whether management had implemented effective 
internal controls by gaining an understanding of how senior management members had met 
their responsibilities in terms of preparing bank reconciliations, maintaining the fixed asset 
register and preparing the annual financial statements. 

55. The accounting officer did not ensure that internal control procedures were developed, 
implemented and monitored to ensure that monthly sets of financial statements were 
prepared and subjected to review. 

56. The accounting officer did not communicate the commitment to quality in preparing the 
annual financial statements and the maintenance of the fixed asset register. 

57. The leadership of the municipality did not implement and monitor the prior year’s external 
audit findings. 

Financial and performance management 

58. Specific training interventions are needed in the municipality to enable finance staff 
members to understand and implement the GRAP Financial Reporting Framework 
effectively in order to fully meet the disclosure requirements of these standards. 

59. The financial statements were not reviewed for completeness and accuracy prior to 
submission for auditing. 

60. Records management and maintenance disciplines should be refined and included in the 
daily key controls and reviewed and monitored by the appropriate level of management. 

OTHER REPORTS 

Investigations 

61. A total amount of R695 230 was allegedly misappropriated by a creditor’s clerk within the 
municipality’s finance department. The case was reported to the South African Police 
Service, the Auditor-General, the provincial treasury and the MEG for local government. The 
investigation had not been finalised and was still pending at the date of this report. 


Kimberley 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 


